Approved For Release 2000/08/29 : CIA-RDP79-01048A0001 0001 0009-8 



Approved For Release 2000/08/29 : CIA-RDP79-01048A0001 0001 0009-8 



Approved For Releas^2000/08/ 


i/SPIl^fiil^vCP 1 ) 13 Alnwb 


0100010009-8 




10 


CENTRAL HvTEIXIGENOE AGENCY 


OFFICE OF RESEARCH AND REPORTS 


Tb& Rolo of ORE in Eooacffisic Intelligeaeo 


1 league 1951 


Confidential 



Approved For Release 2000/08/29 : CIA-RDP79-01048A0001 0001 0009-8 




Approved For Release£000/08/29 : CIA-RDP79-O1O48A0OO1 0001 0009-8 



CONTENTS 


I c Introduction — What Is Our Problem? » 


o o ft 


A s Why does the solution of our national security problems 
• depend in part upon adequate foreign economic 

intelligence ? ...••••**"*°' s *** 8e ** e * 
B t What is econeraio intelligence? * */ 

Go What is the role of ORR in foreign economic intelligence? 
Do Peculiarities of economic intelligence concerning, the 

Soviet Bloc 9a ..*«-»****» ac **** 8 *** 


II. General Methods — How Shall We Go about It? « . 


« a • « o » « 


A, , The dilerana ©f the clamorous custaaer versus the basic 

study 

B, , How do we determine basic research priorities? ® • * * * • 

C, The Method of Successive Approximations , • * • * • • 9 • 
p. Problems in applying the method •••*••••••••* 


ni 0 ORR* s Production Program 




# • * 9 9 9 «V 


a * © * 


o ® # c e o 3 


A, Ways of describing our ignorance -------- 

B s The need for more study of goals, plans, and orgaelaation 
C e The need for more systematic study of Soviet military 

intentions as revealed in economic events » ® « « * * * ° 
D 0 Ihe need for more study of the relatione among industries 

E 0 The need for more study of the economic requirements of 

military operations •*••**••• * * * ° 8 * * * * * 
F 0 The need for more study of particular industries, 

commodities, and services ••••*•••• • • *! I * * 
Qs The need for more 3 tody of technical aspects of Soviet 

industry 

Bo The need for more study of the interdependence of areas 

j o The need for more study of the Index number problem - 


c- a 

© o o 


1 

3 

5 


8 

9 

11 

12 

U 

14 

15 

16 
16 

IS 

18 

19 

19 

20 


WARRING 

This document contains information affecting 
defense of the Waited States, within the moaning of Title 18, 
Sections 793 and 794 of the U.S* Code, as amended* Its trans- 
mission or revelation of its contents to or receipt by an un- 
authorized person is prohibited by law® 


C^ffiENTiAL 

i 

Approved For Release 2000/08/29 : CIA-RDP79-01048A0001000l|o009-8 

\ 



Approved For Reig^se 2000/08/29 : CIA-RDP79-01M8A0001 0001 0009-8 



OIA/m Project 3-51 


The Role of GHR An Economic Intelligence 
!• Introduction — ¥hat Is Our Problem? 


.The purpos© of this paper is to set forth the nature and magnitude 
of the tasks which the Office of Research and Reports, Central Intelli- 
gence Agency, mast perform to discharge its new mission as set forth in 
NSC ID 15, This directive calls upon the Central Intelligence Agency to 
coordinate foreign economic intelligence relating to the national security 
throughout the US Government and to produce such e©<m«sic intelligence as 
may bo needed, to supplement that which other agencies must produce in the 
discharge of their regular missions. This paper is concerned primarily 

witi) the producing rather than with the coordinating responsibilities ©f 
ORR* 


During the first half of 1951, ORR was engaged in taking an inventory 
of its Ignorance concerning the economy of the Soviet Bloc „ The wMw 
purpose oi this inventory was to establish a basis for planning a program 
research to which ORR should address itself® Such a program must 
opring Ttcm & cXoar c one ©p'feX on ©2* why fcfeo US Gcsvomsi6n't nereis foreign 
©con^aie. Intelligence, what foreign economic intelligence is, what role ■ 
OKR abcuM play in the total economic intelligence effort, and how the 
peculiar character of the Soviet economy and of our information about it 
Influences the methods that wa use, This introduction I® devoted to some 
comments on these four topics* 



, foreign eeoiusaic intelligence serves at least five purposes in the 
design of policies to preserve our national, security* These five purposes, 
wnlca sao’uld bo kept continuously in mind in planning our economic research 
program, are as follows t 


1* To estimate the mgM.tud% of possible present or future military 
or other throats to ourselves and our allies* A potential messy can trader* 
tax® tmccsssfuxly only those military operations which its economy is capable 
of mistaining* In the very short run. Its strength msy be measured In terms 
of the manpower which It can mobilize and the stocks of finished weapons of 
war and military supplios which It has on hand* Increasingly In modem 
times, however, military potential for anything but the briefest campaigns 
has come to depend upon the total economic resources available to a nation, 
including those necessary to (support th© civilian ©conchy an well as those 
necessary to produce and operate the instruments of war* 
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A clear picture of the magnitude of the present possible 
future military or other threat is needed to guide us as to the over-all 
magnitude of the defense effort in which we must engage in order to pre- 
serve our freedoms in the event of war. 

2, To estimate the ^sraetpr mid location of possible present or 
future attitaxy or other throats. Decisions which the USSR or any oihar 
potential enemy make with regard to bow they will allocate their resources 
limit what they can choose to do. If they elect to invest largely in 
military installations in the Far East* their potential for attack in 
Europe is correspondingly restricted. This is not a matter of judg ing 
their intentions but rather of seeing what limitations are placed cn the 
courses of action open to than in the future by decisions which they make 
today about the allocation of their total, resources „ 

A principal purpose of thus estimating the character of 
military or ether threats with which wo may possibly be faced is to guide 
us in designing our cm defense effort so that it will protect u«s against 
real rather than imaginary dangers > 

3« To assist us in estimating* within the range of the possibles, 

'kh© of the USSR or any other potential enemy,, He economic 

resoureee of the enemy and their present distribution pen-salt Mm to 
select any of & rang© of possible or probable courses of action.. Within 
this range certain economic events may furnish indication® as to which 
alternatives the Soviets intend to pursue end where and wtian 4l 

These indications of intentions may b© very important in 
assisting us to adjust our defer®© preparations to meet the most probable 
danger’s.* 

A* To help policymakers decide what wa can do to reduce possible 
or probable military or other threats by impairing on enoay 1 - s monmiti 
capabilities to carry tlicsa cute Tills includes measures that can b® taken 
to weaken Mm in advance of hostilities and thus delay or prevent bio 
decision to engage in them* as well as measures 'to weaken or destroy the 
economic basis of his military power should he choose to commit it in 
general war® 

Economic Intelligence can help in suggesting such Eoaaur©e e in 
estimating their effectiveness, and in forecasting the enemy 9 s probable 
reaction to them. 

5« To assist in estimating the probable development of the rela tive 
strengths of -the East and the West over the next few years if global hoetlii- 
tiea are avoided,, A major purpose of these comparisons is to guide US policy- 
makers „ ^ The preceding four objoctivos are concerned with steps which, the 
United States can taka to defend itself against actions of & hostile power. 
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ajually important is the design of that political policy which will have 

C ^' SKC ® achieving our objectives without hostilities » Essential 
to the planning of such a policy is the most accurate ©at&aate possible of 
the relative economic strengths of both sides « There are equally grave 
dangers in a serious underestimate and ia a serious overestimt© of future 
soviet economic strength® Either will produce policies more likely to bring 
oa war than will an accurate estimate* The ©valuation of Soviet strength 
implicit in various of the proposals for US policy new being advanced in 
this country varies widely from great economic weaknesses to very consider- 
able economic power® A prime goal of mxthoritativ® economic intelligence 
is to provide the information that will narrow the "guess area*" 

All the studies that GHH produces should reflect an awareness 
of these objectives of sc anomie intelligence* 

Briefly » ^economic intelligence is intelligence relating to the basic 
tfflL™ resources of aa area or political unit, the goals and objectives 
which those in control of the resources wish them to serve,, and the ways in 
which and the effectiveness with whie^thes® resources are in fact allocated 
in the service of these various goalsT^Thor© are a number of confusions as 
to the nature and limits of econaai<T?nfe©lligene© which call for clarification® 

J^ a place, there is saaotlmos a tendency to regard the 

whole of economic intelligence as encompassed in a a *©r© Inventory of avail- 
able resources of labor, raw materials, and instruments of production® This 
inventory is a necessaxy part but only a part of the total ©cascade problem* 

“j* inventory of resources by itself without an iffidsrstaadiag of the goals 
which they am designed to servo or of th© methods employed to allocate thana 

vjJSfi"®” 1 *® ef those goa2,S C£m t@n m little about capabilities. vainer* 
abilities, or intentions ® The A l li ed Powers h&v® a total steal capacity 
which in more than four times as great as that of th© Soviet Bloc, but such 
a comparison is highly misleading* For the felted States to achieve its 
minliiram goals, oven in a time of crisis like the present, ©tool must bo 
allocated to many uses which th© Soviets regard as of low or negligible 


Furthermore, a SKsdarn economy ia characterised by a highly 
casaplex web of interconnections among its various parts® The capacities 
?5 th f ® co W limited less by th© overall availability of resources 
than cy a failure to keep all the complex interrelations in balances,, Tims 
tank production, for instance, may be limited not only by the -availability 
of steel, from which to raanufacturo the tanks but also by th© steel available 
to make th© rails and th© freight cars necessary to carry steel from steel 
plants to tank plants, or, store remotely, by th© steel required for th© 
mcMnery necessary to mine the coal to operate th© railroads® Thus 
economic intelligence must be as much concerned with th© goals which resources 
are to servo, and th® ways in which they are related to each other, as with 
the physical inventory of th© resources themselves® 
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2. Another problem relatos to uher© economic intelligence loaves 
off and political, military, and scientific intelligence begin* Sine© the 
social organism is a whole and these ways of dividing it are somewhat 
arbitrary analytic inventions, precise linos between the segments are 
impossible to draw* In very rou^h terras, scientific intelligence follows 
the progress abroad of new scientific ideas through the research 
development phases « When these techniques and methods begin to be ployed 
broadly ia production a ihoy baocm© the province of ©concffidc intelligence. 
Military intelligence is concerned with the character and capacities of 
the military establishments of foreign countries and with foreign targets 
for our own military efforts* Where the character of the military establish- 
ment depends upon rates of production or whore the target of our military 
effort is tho econoray of the potential enemy, the linos between military and 
economic become blurred* The output of final military equipment and the 
physical targets on which our military forces mat ccnesatrato are clearly 
a prime concern of military Intelligence* On tho other hand, economic 
analysis is required to portray tho complex nexus of economic support on 
which military production depends and to pursue the seoaesaie nfrA-jw 
reactions which might result tvm the destruction of particular producing 
facilities * 


The overlapping between political and economic intelligence is 
&mn greater. On© of th© bast ways of studying 'the goals which a collect!- 
viaod state wishes its economy to serve is to examine th© Institutional 
machinal y that it establishes to guide economic processes® Thu b cer tain 
of the institutions of government, although in a sens© political phessoasaa, 
msy have profound economic significance® On the other hand, ©ccnosic condi- 
tions ©ro of course an important determinant of the attitude®, loyalties, 
and. composition of politically important groups* In these borderline areas, 
it is the purpose and object ©f isw©atigation rather than the disciplines 
employed that determine Aether intelligence is properly to foe termed economic 
or political. 

3* A final point of importance which the analyst must heap in rejn d 
is that economic intelligence is not always tho same thing a® economic 
Information. Even the moot basic ©eoaoaaie intelligence should always be 
produced in relation to the needs of a earn inielligGn.ee consumer. Th© Contra! 
Intelligence Agency is charged with producing foreign economic intelligence 
relating to tho national security, and tho consumers of its product arc 
those US Ctevermaent officials charged with guarding the national security* 

A vast amount of information indeed, almost all information — « about 
foreign economies may b© relevant to national security problems, but it Is 
not economic iBtolXlge nc.O until its relevance to those problems is mad© clear. 
It is the function of intelligence not to puma® knowledge for its own sake ■ 
but rather to throw light <m th© probable consequences of present or future 
action. Though the intelligence analyst ia not a poliey«s©fe 0 r e h© must 
constantly strive to keep in MM the relevance of information to policy 
problems, which alone can transform information into intelligence. 
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Many US Government agencies ar© engaged. In th® prodnctioa and 
collection of foreign economic Intelligence,, lher©for© a wo cannot 
dotoralno our program of research on the basis of tho foregoing statement 
of the purposes and nature of economic intelligence alone . ite must also 
consider how our activities can bo mad© to reinforce rather than to 
duplicate the great amount of work teich others must carry ©a in tfo© dls- 
of **“*5 m '“ missions. Our recent survey of foreign economic 
intelligence _ throu^iout the US Government suggests a number of conclusions 
as to what the ioeua of our activities should be. 

* .. - 1 * Firf?rt 9 our survey revealed that on© of the most urgent needs 

the Gwemeat is for some central spot where all th© economic 
intolligonc® collected and produced throughout the Government can he brought 
j focused on national security issues. In recognition of this 

Ssc 2}* Br Couac11 hfta directed that the Central Intelligence 
Agency shall perform this coordinating function. Although this paper is 

«»r plans for intelligence production 
^fr a wHE must take full account, of tees® coordinating responsibilities 
wicn go along with our substantive effort. 

4 ^ H k J Beoos f conclusion of our survey has teen teat the area most 

in need, or substantial additional economic intelligence effort is the 

B i oc “ Kite is partly because tee Iron Curtain has made access to 
fcsov...et economic Intelligence more difficult, partly because th® Soviet 
economic potential is perhaps tee moot critics! tey to our national security, 
am paroly because, for a variety of reasons, th© economic potential of 
other arms crucial for era* national security, ouch as Western Europe, ha® 
teen much more extensively studied. The mature ©eoaamies of Western Eurooe 
hav© long boon an object of study by both academic and govammaatal 
economists. The European Recovery Program has stimulated intensive analysis 
£Lrl Cbarae ^ l8tiC3 * aeeds, and prospects of tea Marshall Plan countries o 
l 1 ? 3 , , . ® research effort- in man-hours directed at the USSR and its 

Satellites has been vastly l©ss than that applied to Western Europe, although* 
tecauss of tee Iron Curtain, the effort required to produce comp-arable under- 
standing is many times greater. For these reasons, we have concluded that 
the prmcijraX effort of GBR in Intelligence production must be focused for 
the immediate future on the economic problems of tee Soviet Bloc o' 3 

~ ttom ?? *?§“ *»search effort with an inventory of our knowledge 
of th© USSR itself. This, of course, is only a part of th® problem. The 
economies of th© European Satellites, -whoso analysis was our second task. 


* Th ® Soviet Bloc excludes Yugoslavia and Finland and includes 
Satellites (East Germany, East Austria, Poland, Czechoslovakia 
Hungary, Bulgaria, and Albania) and th© Eastern Satellites 
and Communist Korea) „ 


9 
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5® ^ Sovlst ®eoncsai® potential® Recent event® 

Imw h tghllghied the Importance of Chins, to our estimates of Soviet 

S^nf-Sr, 0na * i/S® 1 aouree Soviet strength, which must 
be another object of our efforts, is tha resources that the USSR eoold 

Sr P S„f B tL°Sr mos ° f m " r# «*•«• 

4» A final weakness of tha intelligence effort as revealed fey 
on* inventory is that the demands which have bean placed m. the limited 

!?J VGX *i3ig on Soviet economy have been so frequent 

and Insistent that analysts have had little or no time to do the basic 

Sfn! are ?. P K ® C ® e3 i/./ > a 8upply aa8M * r8 ** a confident and authoritative 

<seaio aid Si?* 1 ? T S? ^ Soful it aU? At Kust be ®a a sufficient 

soWloi«it depth to provide a ranch firmer factual found*-- 

tion for the estimating process than economic lateXIAgenee has been 
able to produce in the past® • 

D. 

into^ °£ spe / al **«3WM>te*iBti08 of the Soviet eccncnio 

p r? bl ^^ l h ahape 182 &mrUnt ways the methods that can. be 
used to study it® These are not, however, all charaeterieities which mtk& 
the problem more difficult than that of other ereas® We mr coMldw nJet 
^ f ^things about the Soviet economy Which stapli^r SSL IT 
thea look at some of tho factors which make it difficult® 

the that ^onmj is centrally planned to ash levs 

t T/' 1 / rCfllp ^ ®® n acting creatively facilitates analysis 
If **•? oc«n<W of the United States the taste® andSairea 

ta fSt STJ S pr * 5 i° t *? 18 811 ha ™ ® ST.n M 

in xaet <ccurs® The behavior of major sectors of the economy la imsatlw 
Cffoetoo by the individual plena of countless consumers, ©2 vltfL 7 

la 'STie/S SSlfwM t^redictablo quantitative weight* In the USSR there 
*i_ 035 ? °* plans dominates all others® Thm it is only bv 

— ~® -«**. »« a. P ^t ol JK £ & 

Je irrelevant or unimportant. This makes the second Job of 

a J OVe — elucidation of the goals 

• , J ® c ^lvea «bich ^ those in control of resources wish them to serve » 

& J d0sl ‘ ° ftslor ’ Almost anything that happans can giv® us soma clue® 

. _? e , A related point, true to seme extent of every aaonosvr hist 
«BP00iariT y» of th. Sortot, la that awiytMng JTSJ^SL 

matar San^r^w”!?* 5 ®”" ° f 018 * OM ® *»'• lt«f mbaarcleiMM t<TuL 

as s 1F“ S *wTt5“iESL 

or other inputs 

•-Jto ^ '2K» 
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•with steal, or from the capacities of transportation facilities serving 
Hi© steel industry © The lack of direct evidence on scxa© of the things 
that we most want to know, as revealed in the results of our inventory 
of ignorance, emphasises the very great importance of giving priority 
to the Interrelations of the parts of the ecoocsy* Thus the third tack 
of economic intelligence, to explain all the complex ways in which 
resources are in fact allocated, to various uses, is peculiarly essential 
to building a consistent picture of the Soviet oconcEyv 

3o A third fact that shapes our methods is that technology and 
the laws of nature are no respecters of iron curtains® The Soviets do 
many things differently from the way in which we do them, hut in many 
other things they have no choice hut to follow the only industrial 
technique that exists & Thus the electrolytic process which produces sodium 
hydroxide and chlorine inevitably produces them In th® same ratio in the 
U&SR as in the United States® V® can loam many of the technical limits.** 
tiom on what they are able to do from a study of US industrial practice® . 
But this mist be done with care, since we know that in sera© eases the 
Soviets appear to be incapable of applying our techniques even where they 
know about thera, whereas in other cases they have devised superior methods© 
Ifevsrtheless, with appropriate caution, useful first approximations can be 
reached by the comparative method© 

One implication of this for research plan® is that there must 
be present in our work a much heavier dose of technical and engineering 
thinking than is customary in economic studies© '* 

A© A characteristic which has advantages and disadvantages is that 
prices, markets, and money flora, th® stock in trade of much economic 
analysis, have lisaitoa moaning in the USSR® We are spared the unc ert ain ties 
of the capitalist business cycle, and monetary dislocations are of little 
significances On th© other hand, we are largely denied the benefits of 
money as a common measure of otherwise insaanrasurable activities© Most of 
our thinking must be not in terms of rubles but of tons and bushels and 
bales, of numbers of machines of innumerable different kinds, of ear»- jaiI es B 
kilowatts per hour, and the like© To add all these things up to an index 
or capabilities, we must concoct our own ecsamon measuring rod, a task of 
no small ccmtpXoxity* 

5© On the negative side is th® obvious fact that information 
currently coming out of the Soviet Bloc is very limited indeed© This does 
not mean, however, as is sometimes concluded, that our knowledge is 
inevitably correspondingly limited. Radical economic changes do not occur 
overnight ©yen in the USSR, and information on earlier periods Is a good 
deal more abundant© Piecing this together with what w© are getting now© 
exorcising some ingenuity in making inferences from th® know about the 
unknown (through the interrelations of th© economy), and directing ‘she 

7 « 
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collection of crucial Kissing pieces of information through the channels 
available to us, it as possible to put together a surprisingly reliable 
pictures What the scarcity of current inforajatioa sseans is not that 
iiQ are condemned to Ignorance about the Soviet ©conosiy but rather that 
to find out what we need to know takes a groat many more hours of pain?® 
staking research, of Imglmtive interpretation, and of fitting and 
adjusting than would, be necessary ,in the study of an open economy* fh® 
documentation of this conclusion is to be found in the estimates’ of 
research time required which were eontpiled by the various divisions 
during the course of the inventory* 

6 9 A find characteristic of the Soviet problem is that because 
of the costs ©nd difficulties of collecting defamation, much sore time 
and thought must bo devoted to determining what pieces of additional 
information would bo most revealing 51* wo could secure them, 'This 
point should not be overemphasized. As the inventory discloses, the 
information required to give the answers that we need about a good masxy 
subjects is believed to b© largely available in Washington* In those 
eaeea, what is needed is principally much more intensivo mining of a 
rattier low-grade ore* In otissr cases, however, field collection appears 
to he the only way of filling in certain critical gaps* In studying 
an open aco nengr ©no would noxoqlly ask for much more information than 
okc expected to us© aod th©n sort out the useful parts when it came* 

Wsea the cost of information in money and lives le high* however, met 
more careful consideration must be given to which pieces of information 
are the vital ones* One of the principal responsibilities of GSR is to 
give this kind of guidance to the information collecting agencies* 

TM considerations sot forth in this introduction do not clot-® rain© 
the details of cur research pragma or 'of our method of tackling it* but they 
do p\ ov ido s ftosttsework oi ideas ■ within ^dxich the research program sssy be 
cai t ied forward, Iho ncesc task is to cpetlX out method and content sosiewhst 
more precisely. 


II, General Methods — How Shall Wo Go about It? 



The central question of how we should allocate our time has already 
been .referred to. The problem to whoa® solution we are asked to contribute 
at?© v su / urgent. Events will not wait for the orderly., patient, codurustiv© 
research which alone can give satisfactory answers to these problems* If 
w© were to devote ourselves exclusively to amassing all the facts we need, 
wo would have to toll harried policy-aakers that we would be glad to advise 
chess **»» beginning in about 2 years* We neither should nor can stay in an 
ivory tower that long,. Even if it wore possible to devote ourselves 
orsolu.sively to exhaustive and encyclopedic studies for the next 24 months, 
ic is highly likely that at the end of that period rasay of the prebleas© 


***• 3 ***■ 
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that v® wold be asked to help with would hear© changed so that our results 
would no longer be particularly applicable# 

On the other hand, if m succumb completely to the vory real pressure 
upon us to answer all current requests for prompt information, wo will never 
have any information better than the slim fragments that w© can now supply?, 
Thus cur dilemma is 9 in a mnm 9 vhelher to bo encyclopedic and . irrelevant 
or operational and incompetent. 

Clearly the only tolerable solution is a compromise between these 
two extremes o T «fe must try to answer ‘the moot Important of tk© problems put 
to us from day to day as quickly end as competently as possible 0 But w® 
must reserve a major part of our energies for improving the foundation of 
knowledge from which bettor quick answers can be given 0 

The necessity for this compromise has two further implications # 

The first Is that it is possible to pursue tills twofold objective only if 
wo have a certain minimum of research resources substantially larger than 
that which the US Govemsent has allocated to these problems in the past 0 
This minimum vm are on the way to assembling# 

The other implication of our compromise is that sine© we cannot hop© 
to have enough resources fully to exploit all the availablQ information about 
the USSR* must be very sure that wo use our scarce research resources to 
fill in those areas of our ignorancs which most seriously limit our estimating 
ability • We must concentrate our scarce manpower on finding out those things 
that the US Government need© to know most# Th® identification of these 
priority areas is one of the most pus sling problems facing intelligence® 



X® The moot seductive answer to this question is contained in what 
wo may call the "bottloaeck fallacy® 11 Sine© economic warfare* cold or hot 5 
was first thought of, oconasnists hav® sought for the bottleneck, tha single 
critical item, tho key facility without which the enemy 3 © military eoonceiy 
would collapse# The history of the. search for such bottlenecks is a record 
of failure., confirming the economist® s faith that, given a little time, 
resources nr® highly substitutable for one another. TMs docs not mean that 
sc anomic warfare is bound to b© ineffective® On the contrary, the very fact 
that resources are Interchangeable moans that to deny an @n«msy any resource 
is to weaken directly or indirectly his military potential „ This is parti- 
cularly true in an economy tiaich, lik© the Soviet, has for years bom directed 
toward a single set of goals# Any oconaaic activity recognised by the Kremlin 
aa not essential to those goals would havo boon abandoned long since® Thus 
wherever wo mako an economic attack upon the USSR, it is likely to hurt# But 
it is a delusion to expect that a limited attack upon a small segment of th© 
Soviet economy will cripple Soviet strength# It is not the capacity of a 
particular facility or the availability of a particular cosmaodity vMch 
ultimately limits th© capabilities of th© Soviets so ranch as their toted 
rasc/urees and thoir ability to organise then effectively# 
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This does not moan that all things are aqually ^ teportant ® The 
selection of the more critical commodities and industries is one W <m 
catting the problem down to siso. But when one has dons all ths pruning 
possible, the number of critical sectors of the econc ®y remains too great 
to tackle them all exhaustively at once, 

2o A second method of determining priorities for research is to 
see what basic research would be most relevant to the problems to which w© 
are being asked to give current answers now® The dangers in this problem** 
approach to prioidties are obvious* It loads on© always 'to concentrate 
one 8 s research on yesterday 9 a rather than on tomorrow 9 © problems. Basic 
research, by definition, takes time. Th© problems which may b© urgent 
when the basic research that wo start today is finished cannot be eloarly 
foreseen and a re almost certain to be different from those which ar© 
plaguing us now. 

Furthermore, osy attempt to list even the most urgent of. the 
problems fa cing us at the moment reveals how many there are^and how much 
of the total world economic picture is relevant te tecir solution* As 
part of our study of foreign economic intelligence for the National Security 
Council, the Central Intelligence Agency attempted to outline the requir®-* 
meats for such intelligence in terms of current problems. A very incomplete 
sample yielded a list of 42 bop priority problems, seme of them a® broad as 
tee total military potential of tee USSRo^ 

Again, we cannot wholly discard tha.8 criterion® W© mus& try go 
foresee tomorrow® a problems and guide our research accordingly. There ® 2 *s 
aono aspects of the Soviet economy which we. can take the risk of neglecting. 
But w© must do a broad enough job to hedge ourselves somewhat against th® 
errors in our own forecasting® 

3# A third possibility is to take some aspect of the of each 

commodity and concentrate on that aspect alone for all ecMaooities across 
the board® Thus one could take some section of the Outline for a Basic 
Commodity Study used in tee preparation of the inventory and fill in that 
section for every item first, leaving other sections until later® 0 m could 
devote tee entire energies of GRR to tee study of requirements, for example, 
or to techniques and methods of production, or to tee organisation and plans 
for each industry, or to levels of output, or to ©cm® other aspect® 

This principle of selection is almost certain to b© unsatisfactory 
by itself, sine© the answers to most of the questions which policy-makers are 
going to ask involve putting together all of the parts of a basic study to get 
at the conclusion® Thus an estimate of capabilities requires an estimate of 

^^For^n^Esoaomic Intelligence Requirements Relating to tee National 
Security,” Appendix B to toiorersduaa for tee Intelligence Advisory Committee 
from tee Director of Central Intelligence, dated 31 May 1951® 
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tlie balance between supplies and requirements to achieve •whatever may be 
the goals and plans of the Servlet rulers* in estimate of vulnerabilities 
Involves a knowledge of the availability of materials at present production 
rates and also an estimate of how goals ana plans would be affected if that 
availability were to be cut by our action to a point far below requirements © 
If the design of a basic study is properly drawn* information about all the 
parts of that study is required to arrive at conclusions, and no single part 
can be left out entirely if satisfactory conclusions are to be reached „ " 

4o Hie investigation of each of these methods of determining 
priorities on our research time leads us back to the unacceptable conclusion 
with which we started — namely, that the encyclopedic and exhaustive 
analysis of most of the parts of the whole economy is the only way in which 
w© can arrive at sound and authoritative answers to the questions that are 
being asked. But we have already determined that we do not have the time 
or the resources to carry through this number of systematic basic studies 
fTcra beginning to end. How, then, can we resolve this puszling dilemma? 

‘Ihe answer is suggested by looking at the present state of our 
knowledge, What we have just proved is that we need to know something about 
most aspects of most sectors of the Soviet economy to make a sensible estimate 
of capabilities, vulnerabilities, or Intentions, But w© have not proved that 
we must know everything about every aspect. What we already know permits us 
to set certain cuter limits to the area of the possible « We know the Soviet 
Union Is at XgaeTj; capable of certain minimum actions, and we can set certain 
ceilings on what they are a& afltfe capable of. Our problem is to bring the 
B ai least 8 and the "at most" closer and closer together. This calls for a 
research program guided by what we may call the method of successive 
approadmaiioas, 

lo The first step in the Method of Successive Approximation® is to 
lay out in general terms the specifications of what you would like to know. 
What is the list of all the significant industries, cessmedlties, and services 
•uhich should be studied, and what are the principal problems about them tihich 
we would like to solve? This was the first assignment in our inventory atd 
resulted in the outlines produced as a guide to it, 

2, The second step is to see how much of the ou tline you can fill 
la and with tdxat degree of precisions Thin will reveal that our information 
about some aspects of each of cur problems is better than our information 
about other aspects. It may not be very good. The best information that 
w® possess may have a very wide margin of error, but other parts of our 
outline will be still weaker. Our inventory was designed to bring us through 
this second state * — to tell us what we know and what we do not know about 
each of our major problesns with respect to the USSR, It has revealed whet 
it was intended to show — namely, that our ignorance of certain important 
matters is much greater than our ignorance of others, 

- 11 - 
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3o The third stage of our Method of Successive Approximations is 
to concentrate our most earnest efforts for a brief period on the important 
parts of our problem which we know least about a This does not mean that we 
e®ek authoritative or final answers in these areas of ignorance but merely 
that w© focus on them until our knowledge is brought up to a level equal to 
or ecsaewhat better than our knowledge of the other ports of the pictures 


^ ien wb havo been working in this manner on weak spots for a 
period of 2 or 3 or 4 months, we must stand off and take another leek at 
whore wo are then in relation to the total outline,, The weak spots may 
still be weaker than anything else, or we may have gone far enough with 
e3>tfeou ^ still do not know much about them, they w ill be* 
in better shape than that formerly was our best evidence. If our second 
over-all lode reveals this to be the case, we must tackle whatever other 
sectors of our problem are now the weakest, not again with the notion that 
we are going to find out eveiything about than, but only that m are going 
to work on than until our ignorance of some other matter requires more 

^ thil \ business, knowing a little about a great many 
things is likely to be more helpful than knowing everything about a very 
few things and nothing about others. Each substantial drive to cover an 
area of ignorance must be intensive enough and substantial enough to permit 
S? mal Progress -toward solutions and not merely to hold our own. 

On the other hand, it must not be pursued with such perfectionist seal that 
we neglect other areas In which our Ignorance may be only slightly less 


5» In mnanary, the Method of Successive Jpproximations involve® 
a repeated cycle of review and examination, planning, and several months 0 
production followed by another review in the light both of progress and of* 
changes in the character of the problems to be solved » We have devoted a 
good deal of time recently to the review and planning phases and are now 
launched upon a production program* Sometime in the fall, another ©vole 
of review and reexamination of plans will be called for* 



In attempting to apply the Method of Successive Approximations a 
certain cannon problems and difficulties arise which are worth a brief comment 

i ' - 1 ? A particularly bothersome problem is that the things which we 

know least about, and thus the things which it is moat important to study. 
are likel i5 r be the things on which ws have least information* In general.# 
w© know more about rates of production of important commodities and products 
:m the Soviet Union than we do about patterns of distribution of those 
products* This is partly because much more evidence is available on rates 
of production* The temptation is to study the material that we have and 
draw such generalisations from it as it seems to con tain * 
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In terms of getting answers to our vital problems, however, ws 
cannot permit the available evidence to dictate the nature of our inquiry 
too completely. Several weeks spent searching for every possible way to 
button down an illusive fact by ingenious reasoning from other related 
facts, by working out limits on what its magnitude could possibly be front 
■what we know about other parts of the econcoy, or by laying on collection 
requirements may be worth many times the same amount of time devoted to 
extracting, setting down, and presenting all the facts that may happen to 
be in a given body of documents. 

Both methods must be employed. Until we have systematically 
examined the available material, we do not know what can be got out of it. 

But the material available was not designed to answer cur questions, and 
it must be made to be the servant of our investigation and not its master. 

2. An irritating feature of the Method of Successive Approxima- 
tions is that it may well involve us in going over the same material several 
times in search of the answers to a series of different questions. This 
repetition is unfortunate and can he avoided to some extent by investing 
some time in indexing and abstracting, either by ORR analysts themselves 

or by an expanded staff in CCD. If, however, we examine exhaustively all 
the material available to us for every implication that it contains the 
first time we study it, we will not complete our investigation for many, 
many months. It la unfortunate that research by the Method of Successive 
Approximations involves some waste and some repetition, but it is better 
than being able to produce no answers until 1954® 

3. The natural instinct of the researcher who has plenty of time 
is to follow the logical process of trying to build tap a picture of a 
whole sector of the economy by first getting an idea of each of its smaller 
component parte. Thus the logical way to estimate the value of resource?? 
used in chemical production is to find out what resources are used in the 
production of each of the many different kinds of chemicals. Again this 
logically involves breaking each particular chemical into the quantities 
produced in each specific plant. This suggests that the first step in 
answering the over~a.ll question is to try to identify all. the physical 
producing facilities and their capacities and rates of operation. In many 
cases, however, a first approximation to the aggregate figure can be achl©"#?id 
by short cuts which avoid the necessity of knowing what in detail it is made 
up of. 


Thus one can start, for example, with total resources engaged in 
chemical production in the United States, or in the war economy of Rasi 
Germany, as a proportion of total resources. One can then consider known 
respects In which the proportion in the USSR must deviate from these examples © 
Soap is rare in the USSR, and every household does not have its DDT spray. 

Such estimates of the whole before you know the parts usually have wide 
margins of error, but when current problems are pressing, they are frequently 
better than nothing at all. 
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4. Pinally, for this method to bo effective, it should ideally 
be applied not simply to ORR's schedule of research production but to that 
of the TJS Government as a whole > Our delineation of areas of ignorance 
should be on a Goveromem. -wide basis, and oar production to remedy these 
weaknesses should be planned in collaboration with other agencies so that 
we do net all concentrate on the same gaps at once* As the coordinating 
part of our activities progresses, it should be closely integrated with 
our production so that the Government as a whole may approach more rapidly 
an adequate understanding of the Soviet eooneny. 

XII, ORR’s Production Program, 

A, Wavs of describing our Ignoraaaa. 

Our inventory was designed to reveal our major areas of ignorance 
as a basis for planning our future research production program. In trying 
to generalize on what we have learned from this study, we faoe the problem 
that Just as there are many ways of classifying knowledge, so there are 
many ways in which we can classify areas of ignorance. We can do this in 
terms of commodities, industries, or services about which our general 
ec o nom ic knowledge is particularly weak* or we can consider those aspects 
of our knowledge which are weaker for all commodities than other aspects, 
such as, for example, production, distribution, requirements, stocks, 
techniques, etc 0 | or we can consider whlah of the basic purposes of economic 
intelligence we are least well-equipped to serve, such as the study of 
capa bili ties, vulnerabilities, or intentions! or we can lock at our weakness 
In terms of the three fundamental aspects of the economic problem described 
at the beginning of this paper — namely, the estimating of the productive 
resources of the economy, the understanding of the goals and objectives which 
those in control of the resources wish them to serve, and the ways in which 
the resources are in fact allocated in the service of these goals. 

An attempt is made in this section to suggest what seem to be some 
of the most serious weaknesses in the present knowledge of CRR as revealed 
ty our in ventory, EaOh of these weaknesses is drawn from a different way 
of l ooking at our problems Thus they are not commensurable with each other, 
in many cases they overlap, and hence they do not add ip to any single 
priority principle for determining what We should do next. It is inherent 
in our problem that we require studies based upon a wide variety of different 
ways of slicing that problem into its pieces. Indeed, we must be constantly 
alert for still other ways of subdividing the issues to be tackled vfcich may 
throw more light on certain of our questions than any of the ways we have 
thought of so far. 

It should also be kept in mind in what fellows that the generalizations 
mad e in this section apply in different degrees to different branches of CRR, 
There are certain weaknesses that appear to be generally prevalent in much of 
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our work, but their relative importance varies widely from branch to 

branch o 

Fi nally , In planning our work in such a way as to limit the areas 
of ignorance described below w must make full allowance for the research 
and production plans of other agencies® Since what follows has not been 
discussed outside the Central Intelligence Agency, our plans will pre- 
sumably be modified somewhat as a result of discussions in the Economic 
Intelligence Committee as to the plans for intelligence production 
throughout the Government. 



In most sectors of the economy we appear to know a good deal more 
about the resources and facilities of the Soviet Union than we do about 
what the Soviets are trying to do with those resources and facilities c 
Broadly speaking, we believe that they are trying to devote them to the 
increase of their military strength, but we cannot go far beyond this 
master generalization into ^bat products and uses are regarded as most 
important, what will be given priority in the event of a shortfall, and 
why, and what goals and objectives will shape the future development of 
their economic program. 

We have, of course, a separate branch whose function it is to study 
economic organisations and programs as such, but the effort needed in this 
field is such broader than a single branch can make sad much more intimately 
tied in with the problems of each of the other branches than might at first 
appear® 


Superficially the problem of how we go about the study of goals 
and plans is a difficult one. The USSR has published 5-year plans in the 
past, but there is considerable doubt as to Whether it will continue to 
do this in the future. In any ease, these plans have contained only the 
broadest sort of production targets, with no analysis of the reasons for 
them or of their relative priority. In this case, as An many others, 
however, we can learn much more by indirection and inference than at first 
appears. 

In the first place, the plans themselves have many' implications 
which need further study. Goals for a series of interconnected commodities 
such as coal, steel, railroad equipment, etc., can be studied to see how 
the pieces fit together and what they imply as to the desired pattern of 
use of resources. 

In the second place, we can learn a great deal about the plans and 
goals of the Soviets from the structure of the organization set up to achieve 
them. The ministries established, the breakdown of functions within those 
ministries, the distribution of authority between Moscow and regional 
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headquarters, the kinds of people appointed to handle the various Jobs 
thus defined, can all give us much information about what the USSR la 
trying to do. 

Finally, as already pointed out, we are helped in this investigation 
by the fact that everything that happens in the USSR is intended to contribute 
to the central design® the study of all kinds of events oan thus give us 
hints which oan be pieced together into a picture of what the authorities 
are trying to do with available resources® Information on diversions of 
material from one use to another, priorities on transportations, marked trends 
in the production of particular canmcdities, exhortations to workers in 
particular areas, and literally thousands of other things of which new 
reaches us give us clues in putting together the pattern of Soviet economic 
plans® 


The pattern will not emerge automatically, however, from a passive 
examination of the material 0 Me must seek the answers systematically by 
initiating special projects on Soviet organisation, on Soviet plans, and 
on Soviet goals as revealed in events. This is one field in which maty 
of our branches need to concentrate a larger part of their efforts for the 
time being than they have done in the past. 


ft* An tmotI? rnnta- 

A related but different weakness is the lack of adequate attention 
in the past to economic indicators of the military intentions of the USSR, 

We have been talking above of the general economic goals of the Politburo 
and the elucidation of what the Soviets are trying to do with their total 
resources o We can look at the same problem from the other end, examine all 
of the alternative courses of military action open to them, and then try 
to see what observable economic events would take place differently today 
if they were planning one course of action rather than another in the future® 
The evidence to be examined in answering tills question will, in most eases, 
be the same evidence that we have been examining to estimate capabilities Q 
What we need is to establish some machinery for periodically focusing our 
minds on the evidence looked at from this point of view, A continuing office 
project designed to do this is being planned® 

Partly because QRR is organised largely by industries, commodities, 
and services, there is a tendency for us to concentrate too heavily on 
techniques, facilities, and rates of output in the separate sectors of the 
economy and to pay too little attention to the way in which they are related 
to each other „ This shows up in our inventory in the great relative weakness 
of those parts of the papers which call for information on the demands of one 
industry for the products of other industries or sectors (input requirements) 
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md those sections devoted to the pattern of distribution of an Industrie 
output among other industries or final consumers 0 

atjtj v veaSm f 0a is particularly serious because it is not unique to 

tTEJ? 18 cc T on ? jrou ^ out intelligence commits Other agencies 
l^swis® are focusing their attention on individual facilities aadtheir 
productive capacity* As suggested earlier, however, the capabilities and 

° f 4110 Sovl0t ® conco ^ probably depend much 
more on the efficiency of the connections between its parts than on the 
resources available in any one sector. 

„ _ Judgments of this section, this Is an estimate 

*** ? ot absoluta wsakness* Some notion of how much of a 
commodity is produced is clearly a prerequisite to an estimate of there 
that production goes, though in actual analysis it is frequently possible 

^sTbrSL^?, es ^ raate ratea of production iW^^wTknow 

IS*® 4 2® the distribution. Thus it may, be very useful to try to estimate 

2Je fSTSrfS- f ° leC ^ C P T**’ 111 chemical3 industry ' before we 

Wl 2T 2® Paction of electric power, plant 

"J plant, or the total production ©f each of the many special kinds of 

chemicals that require electric power in their manufacture. 

~ „ P\ ere aro .,? a ? r v ® yH of gating at an estimate of this kind indir ectly 0 

^ experience in a number of other countries, notinTtbe 
f ? 1S f J f ure w 1131 oth ® r quantities that can be observedin the 
USSR a On© may have information about the general geographic location of 

^ ar ? 0tS i r °f ^ * OV ° r ^ «*&?££ ST m M £ eiB , 

ooarthle £ St calculation ara usually Tery hi^t, but it nay b«! 

««®>ltuae uhleh bring aur ignoraSe abort. 
v,,cae lectors below the level of our ignorance on other matters o 

can be 2 *?*** our 0fforts oa interindustry relations 

«»« first place, in basic studies on particular 

^ r S U f r ment0 , an4 J h0 distribution of oS^TSb^ 

likely to be enough. The evidence on these interindustry problems from their 

plS o m S # mmna b that b th aS T^ ed ** ends ot the interindtist^ 

pipe o Anas means that the aluminum consumption of the aircraft irutimt-w -«« 

?. P £Sr ^t b0i ^?/in af i £tS^SS^ a SSS 

IrtSSsS? turaod “ f®* of th « ®°» l^Jortant of these 

xnxerimustry problems, it is proposed that a number of Joint projects be 
set up to make estimates of this kind. projects be 

, . . As the number of sectors of the economy involved in such an 

expands, it becomes the concern of moat of 0JRK o u e ^ayg 

SMT’fiqn’ i!? , st ^, of tt9 patt»n of utilization of energy 
Msortoea in the TOSH, uhicta «m require contributions iron virtually^may 
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Our inventory reveals that vo are almost totally ignorant as to 
the burden placed upon the economy by specific military operations of various 
kinds o In a sense, this is a special instance of the general point Just 
discussed a Military operations can be conceived of as a consuming sector 
of th e ec onomy. The relations between military consumption end the Industries 
and services which supply it can be regarded as one of the most important 
cases of interindustry relations « Here what we need to know goes beyond the 
actual distribution of products and services to military use at the present 
time and encompasses a study of what that distribution would be under 
various alternative assumptions as to the nature of possible future military 
operations. This clearly is a kind of study in which the military Intelli- 
gence services must play a major role« 

We Should look to A— 2, G— 2, and OKI for estimates of the volume of 
military end items required for and consumed in probable operations of 
various kinds * The burden which these rates of consumption of men, muni'* 
tions, weapons, and supplies place upon the producing facilities turning out 
th© final military product is a problem which the military intelli gence 
services and ourselves will have to work out Jointly, 

As we move farther up the chain of production, going from tanka to 
parts to steel, from planes to instruments to vacuum tubes, from bombs to 
TUT to amaonla, w© move into areas where the responsibility rests squ a re ly 
tipon us. Thus in the field of interindustry relations generally, special. 
Importance attaches to the relations between industries which directly os* 
indirectly servo a military effort. Our role in the analysis of weapons and 
ammunition should focus especially heavily on what it takes to make these 
things and thus on the Implication for the rest of the economy of whatever 
levels of military output the defense agencies estimate are needed for various 
types of military operations* 


Ft, 


ii ^rvices * 






This is discussed in detail in the reports of the separate divisions 0 
Broadly speaking, as mj.^it be supposed, our principal gaps in GRR are in those 
areas where we have had no analysts available to work on the problem* Several 
ar© urgent and outstanding* For ©sample, we have no satisfactory analyse® 
in the Central Intelligence Agency of the general field of construction of 
all kinds in th© USSR* This is important for maty reasons* Const ruction 
absorbs a very large volume of resources, places a heavy burden on the 
transportation system, and is an important requirement for military installa- 
tions of all kinds as well as a prerequisite for industrial expansions 
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Another outstanding weakness is in the communications field® The 
technical side of this problem is woll-covered by 0SI and other agencies, 
hut the relations between cctmaunlcations and all other industries are almost 
xmtonchod® Shis includes an analysis of the requirements laid upon the 
QCffinronications network of the Soviet Bloc by the needs of the Bloc’s economic 
system 9 as well as of the volume and character of Soviet resources required 
to sustain and expand that networks 

Another broad field of serious relative weakness Is the analysis of 
the industries producing military equipment* including ships, aircraft, 
tanks p ordnance, and ammunition* As already mentioned, seme aspects of these 
industries are covered by the military intelligence services* But the burdens 
that they place on the rest of the economy, and, on the other side, the limita- 
tions which the rest of the economy imposes on capabilities in these fields, 
their vulnerabilities to the interruption of the supplies that they need, and 
the indications of intentions that we can derive from their peculiar require- 
ments are all matters on which we must put more emphasis * 



Many of our estimates of Soviet capabilities sad vulnerabilities are 
based upon the assumption that the Soviets are using methods -to ours<> 

In computing input requirements for a given output, v« must frequently fall 
back on US experience * Yet we know that this is in many instances grossly 'mis- 
leading.. For example, the US coal miner produces on the average about four 
times as much coal per day as his European counterpart* In other respects, 
Soviet techniques may well be ahead of ours® Unless w@ dan set limits to 
the possible range of technical methods that th© Soviets may be using, our 
estimates will b© subject to vide margins of error* 

This information is not easy to get® We know or can learn a good 
deal about prewar methods, both from the literature and from the people who 
participated in the design of their industrial economy® We can, of course, 
find out what went to the USSR under Lend-Lease® For more recent inf ormation 
w® must depend on the visual observations of defectors, prisoners of war, 
occasional travelers, and th© like* on items in the Soviet press, radio, and 
technical publications! on inferences from what we can learn about input© 
for given outputs, etc® We must have more studies on Soviet industrial 
techniques® 

Ho . 3fa& JIW4 fqsr wrv st udy of tfaq 

In a broad sense this can be described as the need for more attention 
to trade® W© have examined in our recent work on th© European Satellites some 
of the ways in which they are dependent upon the USSR and the USSR in torn is 
dependent upon them® A mater gap revealed in this project, however, waa the 
absence of even approximate information on the ecmpositioh and volume of 
Intra-Bloc trade® Studies on China have revealed a similar we akne ss in our 
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knowledge of what China is getting from and giving to the USSR* 

Of equal importance is the development of more information on the 
Interdependence of major areas within the USSR Itself « To what extent 
does the Soviet Far East depend for its economic potential upon its 
somewhat tenuous connections with the rest of the Soviet Union? How self® 
sufficient is the Urals industrial complex? What are the economic relations 
between the Caucasus and other Soviet areas? These questions are important 
to the analysis of the capabilities of transport, power a and communication 
netsj of vulnerabilities of many kinds j and, to soma extent, of intentions* 

Almost any investigation of a major sector of the Soviet economy 
leads on® back to the problem of how to add tip ineoraaensurables * Suppose 
we can estimate the output of various kinds of machine tools* Bw ore w» 
to measure changes in the total economic effort that goes into machine tool 
production as the composition of output changes? It Is common knowledge 
that tii® prices put upon goods traded by the USSR with the Satellites are 
sharply distorted for political reasons* What then is the over-all volume 
of trad© betvreen the USSR and Hungary in each direction? How does the 
proportion of Soviet resources being devoted to expansion of productive 
facilities compare with that, say, in ,T e stern Europe? One is stopped on 
the problem of how to measure resources devoted to such expansion* 

This is a problem on which a good deal of work has been done outside 
the Government* Perhaps more can be put in progress by external research 
contracts* But a good deal of effort is needed to bring the results into 
such a form that they can be used to answer pressing problems now baffling 
Government analysts* 



